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TO SHAREHOLDERS 
SECOND QUARTER 


2 


HUGH RUSSEL 
LIMITED 


HUGH RUSSEL LIMITED 
INTERIM REPORT 

TO SHAREHOLDERS 
SECOND QUARTER 1976 


Review of Operating Results 

As indicated in the Interim Report for the First Quarter, 
results for the three months ended June 30, 1976 showed 
strong gains over the previous quarter in both sales and 
earnings, despite a difficult market environment and the low 
level of business confidence brought about by government 
economic policies. 

Consolidated sales for the second quarter were $73,660,000, 
compared to $47,763,000 for the same period in 1975 and 
$56,457,000 in the first quarter of this year. Consolidated 

net earnings for the three-month period were $1,214,000, 

or 46 cents per common share, compared to 32 cents in the 
same period last year and 21 cents in the first quarter of 1976. 


Although there seems to be little prospect for improvement 
in the general business climate in Canada in the coming 
months, the company anticipates that results for the full 
year will show increases in both sales and earnings over 
1975 results. 


A highlight of the second quarter was the purchase of the 

TEK Bearing Company, Inc., a power transmission distribution 
specialist based in Stratford, Connecticut. Copies of the 
detailed information on TEK sent to all shareholders in July 
are available upon request. We are pleased to announce 

that this transaction has now been completed and TEK has 
become a wholly-owned subsidiary company of Russel. 
Results of TEK will be included with the Third Quarter Report. 


A meeting of all holders of Russel debentures has been called 
for August 25th for the purpose of making changes to the 
Trust Deeds. The proposed changes are of a house-keeping 
nature, designed to bring Russel debentures more into line 
with current trust deed practices and, at the same time, 
reduce some of the expenses associated with the company’s 
capital financing activities. None of the routine changes 
proposed has any implications for the security of the 
shareholder’s investment. 


Dividends 

Effective with the quarterly dividend payment due 
September 15, 1976, the annual dividend will be increased 
from the current rate of 52 cents per common share to 64 
cents. The September quarterly dividend payment will 
therefore be in the amount of 16 cents per share instead of 
the previous 13 cents per share. This change is consistent 
with the Russel policy of increasing the dividend in line with 
longer term earnings trends and reflects the continuing 
improvement recorded in the company’s basic earnings. 


A. D. Russel J.P. Foster 
Chairman & President 
Chief Executive Officer 


Toronto 
August 19, 1976 
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HUGH RUSSEL LIMITED 


AND SUBSIDIARY COMPANIES 


Consolidated Statement of Changes 


in Financial Position 


For the Six Months Ended June 30 


Funds were obtained from: 
Operations — net earnings for the 


— expenses not requiring 
a current cash outlay: 
depreciation....... 


deferred income taxes 


amortization of 
premium on 
acquisition........ 


Employees share purchase plan... .. 
Proceeds from sales of fixed assets... . 


Other long term debt 


Sundry 


Funds were applied to: 


Purchase shares of subsidiary....... 
Less working capital acquired...... 


Retire debentures....... 


Retire otherlongtermdebt......... 
Investin other businesses ......... 
Increase loantotrustee............ 
Repay contractual obligations....... 


Increase in working capital......... 


Issue of series D debentures........ 


Pay dividends on common shares.. . . 
Pay dividends on preferred shares... . 


1976 1975 
(000’s) 

} 

$1,755 $ 2,249 
954 735 
(48) (42) 
28 — 
2,689 2,942 
27 21 

12 9 

Pe 299 

= 10,000 
1,180 — 
201 10 
4,109 13,281 
3,352 761 
2,386 734 
966 27 
1,493 1,088 
677 628 
a 5 

781 104 
359 86 
= 107 
293 = 
1,274 = 
$5,843 $ 2,045 
($1,734) $11,236 
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HUGH RUSSEL LIMITED 
ET SES FILIALES 
ETAT CONSOLIDE DES BENEFICES (avant vérification) 

. Trimestre Terminé le Six Mois Terminé le 

30 juin 30 juin 
1976 1975 1976 1975 

(000’s) (000’s) 
VEINS Serco ier eee de eae Silecaa a olre otto estan tem eno vreobilosokenctions stele memerenereme Rte Oi ee Bowen $73,660 $47,763 $130,117 $96,851 
Bénéfice avant les postes suivants..........0.++ eee eee Fhe omoieh stereos EES Gg cas Aen ee 4,828 2,682 8,184 6,552 
Amortissement..............- eR Cs AR See ca ee EE Oe IED coo ne rr one Se 484 375 954 735 
Intéréts surla dette a courtterme........... ee Sts aCe La salts SMS Gee TRS TE vote aoe ee 1,307 255 2,285 828 
Intéréts surla dette alongterme..... PVA Rav ove Tete Maes Gas a ae nator seks Uae ice Cares EON, 671 449 1,365 696 
Bénéfice avant imp6ts surlerevenu...........-+.+.-. aeotes crag phe SES WD od cheng hits sero o 2,366 1,603 3,580 4,293 
Imp6tsisumle revelers cra ee cro ena eave caesar paid seen ASA ES cote vip enthen the. eae SVE 1,152 ate 1,825 2,044 
BénéGfice Nets the. ere ete he me out othe dae eis Rta eer aao oh Fc ences Bre eae ven siresee? $ 1,214 $ 826 $ 1,755 $2,249 
Bénéficenetdilué paraction.............. 0000000084 PP es cfs ohio SS TO ATO POR ORG $ 46 Se S 2 $ .67 $ 87 


Nombreidiactions=dilué=. 5. ancrteren saciid ee ae Seen ee 2,605 2,595 2,605 2,595 
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Cover: 

The cover illustration symbolizes the growth 
of Hugh Russel Limited beyond Canada 
into the United States and the potential for 
broadened North American scale operations. 


Highlights 


~ Net Sales 


Net Earnings 


Earnings Per Share 
Fully diluted 


Cash Flow Per Share 
Fully diluted 


Capital Employed at Year-end 


Earnings to Average Capital 
Employed 


Capital Expenditures 
Total Common Shareholders 


Shares Held by Canadian 
Residents 


Total Dividends Paid 


1976 
$289,164,000 
$ 2,287,000 

$0.88 


$1.35 


$ 69,642,000 


2.7 per cent 
$ 4,331,000 
2,372 


99 per cent 
$ 1,509,000 


1975 


$199,298,000 


$ 


4,754,000 
$1.83 


$2.61 


$ 69,689,000 


$ 


$ 


7.8 per cent 
2,107,000 
2,481 


99 per cent 
1,306,000 


Letter to 
Shareholders 


The extent to which a business enterprise contributes to 
economic life is determined by the manner in which it is able 
to sense the needs of the marketplace and organize itself to 
fulfill these needs. 


Hugh Russel Limited long ago recognized the need for a com- 
prehensive and efficient system of distribution, capable of 
purchasing materials and products in bulk from manufac- 
turers and, in turn, supplying these to consuming industry at 
the right time, in the right quantities, in the right form and at 
the right price. Hugh Russel’s principal business activities are 
centred on providing this essential supply function to industry. 


Over the past ten years, we have pursued a course of expand- 
ing the operating base of our distribution business in order to 
develop a more balanced range of activities in terms of both 
products and markets, thus lessening our dependence on any 
One product or geographic area. Of course, we still are and 
will be influenced over any short term period by the pace and 
temper of the economies we serve. In this regard, commercial 
and industrial activity in the past year has been sluggish and 
uneven and, as a consequenc tions, 


which-comprise more than 95 per ce cent of our total business, _ 


produced _resutts-atthe low end-_of the range of performance 
within which we expect to work. 


Industrial-distribution is~a_hi: olume, low margin business. 


The experienced and diversified distributor wh 
tively, manages his inventory efficiently and fine-tunes 1es_his 


costs, rwould anticipate a Wet pratt ia sale s_return of between 


1.0 ) and 2.5 per cent. | n 1976, Russel’s net profits from distri- 
bution were in the order of 1.1 per cent of sales. 


These results are particularly encouraging in light of the 
extremely competitive conditions prevailing throughout the 
year and the disruptive effect of prolonged labour disputes 
in Canadian industry which significantly reduced the profit 
contribution of a number of important operating units. 
A further factor influencing 1976 results was the one-time but 
significant re-location expense associated with the start-up of 
four new regional distribution facilities. 


The distribution businesses performed well under a variety of 
difficult conditions, demonstrating the corporation’s ability to 
give a good account of itself in a highly competitive market 
environment. 


Overall corporate results, ho 


r nie 
largely to an unanticipated fourth quarter los e Engi- 


Yes. Vie (ia 


J. P; FOSTER 
President 


A. D. RUSSEL 
Chairman and 
Chief Executive Officer 


TFwo-other4 
Woods Lim 


ering and Manufacturing Division. Curtailed capital spend- 
ing in the Wire and cable industry dried up orders 


for equipment regularly produced by this division. Conse- 
quently, production was largely devoted to contracts involving 
product development work, where cost over-runs had an 
undue effect on the division’s results. Further, -the division 


_encountered a severe set back in its Brazilian operations. 
ered 


Steps have been taken to correct this situation. 


During the year, the Company expanded its U.S. distribution 
operations significantly through the purchase of TEK Bearing 
Company, one of the ten largest bearing and power trans- 
mission distributors in North America. 


th ase ¢ 
ied ce ieee ing Guy Chenever 
Ottawa, represent 


hardware and Building matenals roduct li Through this 
_kind Gare ane bling materi produc ines Thvoveh the 


ase some five years ago, to 


sales of diiszclo 
—objective in developin ensive Canadian distribu- 
tion chain. 


The essential work of developing people and organization has 
progressed well during the past year. All divisions made sig- 
nificant moves to strengthen and streamline their management 
organizations in response to growth and increased competi- 
tion. In this connection, we welcome the management teams 
who have joined us from Walter Woods, Guy Chenevert and 
TEK. We look forward to the growing contribution these peo- 
ple will make to our affairs in the years alee 


Late last year osition 
iSSUI ion red With the immediate 
economic future uncertain it seemed prudent to provide the 
Company with the financial resources to meet the difficulties 
and investment opportunities which such times usually bring. 


We believe the industrial distribution industry in North Amer- 
ica is one of unique and considerable opportunity. Moreover, 
on the basis of the Company’s performance in a difficult and 
uncertain economic environment, we believe we have the 
people, facilities and financial resources to make worthwhile 
progress in our chosen field in the coming years. 


Toronto, April 5, 1977 


Performance 
Review 


Sales =~ and acquired expansion. In the buoyant market of 1974, for 


The Company recorded the highest level of sales inits history example, sales gains came largely from internal expansion. 
during 1976. Consolidated net sales of $289.2 million for the !n contrast, in the slower economic conditions of 1975-76, 


12 months ended December 31, 1976, were up by 45 percent there were greater opportunities to increase business through 
from the $199.3 million reported for 1975. investment in new companies and, accordingly, purchased 


sales increased in relative importance during that period. 
During 1976, intense competition was encountered inall areas Sales by year and by quarter are provided in the tables below. 
of our business. By maintaining or slightly increasing sales The abnormal and potentially non-recurring demand for steel 
volume, however, the respective operating divisions were gen- _ products in 1974 is clearly evident in this flow. Sales in 1976 
erally successful in improving their market positions. Sales are closer to the expected longer term growth trend. 
Originating from distribution activities increased by 51 per 
cent over 1975, reflecting the impact of new acquisitions dur- 
ing the year and the sales gains achieved by almost all Tablel Sales by Operating Division ($000’s) 


distribution units. Division 1976 1975 1974 1973 1972 


Sales from the non-distribution activities of the Engineering— Distribution 
and Manufacturing Division were down at $10.3 million due to Operations: 


fhe decline in North American demand for wire and cable Metals 114,054 109,645 200,446 96,468 72,863 
eecninery. Lirwt dow f Home Products 131,689 61,564 36,307 20,383 ~—-15,540 
The trend toward a more balanced range of activity across the Power 

company’s diversified distribution groupings was continued Transmission 33,090 13,757 12,435 9,626 8,085 


inte) es Vable | and Chart 1 illustrate, dramatic changes’ 7:41 Distribution 278,833 184,966 249,188 126,477 96,488 
have taken place in this regard over the past several years. 
It/should be noted that changes in the relative importance of 
the respective divisions have been accomplished against a 


Engineering and 
Manufacturing 10,331 14,332 13,612 3,914 2,618 


background of equally dramatic sales growth in absolute TOTAL 289,164 199,298 262,800 130,391 99,106 
terms. - 
A significant development-in1976 was;the-increase in the Table Il Sales by Quarter ($000’s) 
portion of wer Transmi ribu- 197 1974 1973 1972 
tion Div ivision. With its expansion into the Unite Quarter Lote : 
Division is expecte rowi First 56,457 48,088 54,235 25,584 19,077 
the future years. Second 73,660 47,763 66,723 33,817 25,050 
Chart 2 illustrates the relationship between total sales and Third B1514) (40,139) 07,148" 34,806 21,187 
the sales of newly acquired businesses. The chart underlines Fourth 77,533 60,308 74,094 36,584 27,792 
the dual nature of the Russel continuing expansion program, TOTAL 289,164 199,298 262,800 130,391 99,106 
i.e., equal priorities being attached to internally generated 2 
/ * &L / —— 

Chart 1 ef tee 
SALES BY PRODUCT AREA (eS 
(Percent of total) 70 

50 
® Metals Distribution 30 


B® Home Products Distribution 
Hi Power Transmission Distribution 20 
{) Engineering and Manufacturing 


1971 1972 1973 1974 1975 1976 


te 4 


SALES BY SOURCE 


(Millions of dollars) 1972 es 


® Total Sales T 
BH Sales acquired 1974 pees 
during year * =| | 
*Sales of an acquired business | 
for the first 12 months after 4976 
acquisition 


50 100 150 200 250 300 350 


Earnings 

Consolidated net earnings for the year amounted to $2.3 mil- 
lion, compared to $4.8 million in 1975. On a fully diluted basis, 
earnings per common share were 88 cents, compared to $1.83 
in the previous year. 


The Company’s distribution operations produced net earnings 
of approximately $3.2 million, or $1.22 per share, which was 
offset by a net loss of some $913,000, or 34 cents per share, 
suffered by the Engineering and Manufacturing Division. 


The principal factor bearing on the Company’s distribution 
activities was the persistent weakness in Canadian markets, 
particularly during the second half of the year. A combination 
of an unusually competitive situation in steel supply, reduced 
capital spending and strikes in producing and consuming 
industries — most notably, a province-wide strike in the Que- 
bec construction industry which affected the greater part of 
the last two quarters — significantly limited the profit poten- 
tial of the Home Products Division and the Metals Division, 
the two largest distribution groupings. Added factors for the 
Home Products Division were the substantial re-location ex- 
penses incurred in building and transferring operations to 
a major new facility in Moncton and the continued costs of 
developing new markets in the Montreal Region. The move 
by Metals Division into its recently constructed plant in Reg- 
ina, and the phasing-in of the Power Transmission Division’s 
new central warehouse in Toronto resulted in similar re-loca- 
tion costs. 


Table III and Chart 3 show the trend toward a more balanced 
earnings pattern in the Company’s distribution operations. 
The impact of virtually unprecedented market swings on 
earnings performance is illustrated in Table IV and Chart 4. 
The last four years have produced extreme earnings fluctua- 
tions beyond any normal expectations of the distribution 
business. Under more normal market conditions, the distribu- 
tion business could be expected to produce performance 
measures approximating those for 1972. (Chart 4) 


Table Ill Operating Profits by Division (per cent of total) 
Division 1976 1975 1974 1973 1972 
Distribution Operations: 

Metals 64.0 66.0 90.6 82.8 66.4 

Home Products HEPA 25.2 6.1 10.2 18.6 

Power Transmission 22.5 9.4 2.6 4.1 8.2 
Other Operations: 

Engineering and 

Manufacturing (18.2) (0.6) 0.7 2.9 6.8 

TOTAL 100.0 100.0 100.0 100.0 100.0 
Table IV Earnings per Common Share (Fully-Diluted) 
Quarter 1976 1975 1974 1973 1972 
First Sire 750 1.61 Hf 16 
Second 46 32 1.97 58 .28 
Third .26 43 Wo .67 34 
Fourth (.05) 53 .90 83 39 
TOTAL $ 0.88 1.83 6.05 2.35 ‘alg 


Financial Position 

The Company continues to be in a sound and liquid financial 
position, as illustrated in Charts 5 - 6. Total assets at year-end 
were $165 million, an increase of 20 per cent over the $137 
million in assets at the end of 1975. Shareholders’ equity also 
increased, from $41.3 in 1975 to $42.1 at the end of 1976. The 
ratio of shareholders’ equity to long-term debt at year-end 
was 2:1, virtually unchanged from the previous year. 


Cash flow in 1976 was $3.5 million, or $1.35 per common 
share, compared to $6.8 million, or $2.61 per share in the 
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previous year. As a result of investments made in 1976, work- 
ing capital at year-end of $31 million was down from the $37 
million reported at the end of 1975. The Company has bank 
lines of credit of over $80 million, of which some 23 per cent 
were unused at year-end. 


After the year-end, the Company completed $10 million in new 
financing through the public issue of 500,000 9.75 per cent 
Cumulative Redeemable First Preferred Shares Series B. This 
new financing was in accordance with the Company’s policy 
of maintaining a strong balance sheet and preserving future 
financing options. Given the uncertain outlook for Canadian 
capital markets, particularly with respect to common equity 
financing, the Company considers the timing appropriate to 
lower its debt/equity ratios through the issue of preferred 
shares. This course of action provides the Company with con- 
siderable future flexibility in financings of a debt or equity 
nature. 


Dividends 

During 1976, the annual common share dividend rate was 
increased from 52 cents to 64 cents, an increase of 23 per 
cent. This was the fifth consecutive year in which the Com- 
pany has increased the dividend rate. 


Total dividends paid in 1976 were $1,509,000, or 58 cents per 
common share, compared to $1,306,000, or 50 cents per com- 
mon share in 1975. 


The new dividend rate is consistent with the Company’s policy 
of maintaining a regular payment to shareholders based on 
the longer-term growth in earnings. Dividends are not deter- 
mined by short term results but rather on longer-term trends. 
This policy provides the common shareholders with a mea- 
sure of confidence in existing and prospective dividend yield. 


The dividend policy followed by the Company conforms to the 
regulations of the Federal Anti-Inflation Act. 


Chart 5 


Inventories 

All distribution divisions entered 1976 with inventories at or- 
derly levels consistent with anticipated sales. In spite of some 
rather substantial and unexpected swings in sales demand, 
all distribution units, including businesses purchased during 
the year, reported lower inventory positions at year-end in 
relation to sales than at the end of 1975. More important, inven- 
tories are satisfactorily balanced in relation to demand. 


Investment Program 

During the year, the Company made a number of significant 
investments, both in new operating companies and in im- 
provements to plant and equipment. The total capital com- 
mitment involved was $16.3 million. 


The Home Products Distribution Division acquired Walter 
Woods Limited and Guy Chenevert Limited for a combined 
purchase price of $4.5 million in cash and notes. These com- 
panies represent important units in the development of a 
comprehensive chain of distribution centres capable of serv- 
ing national as well as local markets. 


One of the most important investments in recent years was 
completed with the purchase of TEK Bearing Company. Pur- 
chased for a total consideration of $7.4 million in cash and 
notes, TEK provides a strong base for further development 
of Russel operations in U.S. markets. 


Capital expenditures to upgrade and expand existing facil- 
ities totalled $4.4 million in 1976. During the year, the Home 
Products Distribution Division completed construction of a 
major new distribution facility in Moncton. The extension to 
the central warehouse of the Power Transmission Distribution 
Division in Toronto became operational in 1976, doubling the 
storage and handling capacity at this location. Also in 1976, 
the Regina operations of the Metal Distribution Division 
moved into a new and expanded facility as part of a program 
to increase the Division’s ability to service Western Canada. 
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COMMON STOCK DATA 


(Dollars) 


™ Dividends Paid per Share 
® Net Earnings per Share 
Cash Flow per Share 

™ Book Value per Share 


1971 


1976 


Metals 
Distribution 
Division 


_The Metals Distribution Division-is Canada’s largestnational _ manufacturing and processing industries for both production 


The Division specializes in the supply of a wide range of car- 
bon and stainless steel products used by the construction, 


and maintenance purposes. In addition, all Division plants are 
equipped to provide first stage metal processing to customer 
specifications. 


The division’s 1976 sales of $114 million were up from $110 
million in 1975, Excess steel production capacity and surplus 
inventories at all levels of the market exerted a downward 
pressure on prices and profit margins during the year. 


Over the past several years, the Division has been engaged 
in a continuing investment program to expand and improve 
service capabilities in its various market areas. Since 1974, 
new and larger plants have been constructed in Edmonton, 
Saskatoon and Regina, and all plants have been re-equipped 
with modern metal processing machinery in response to the 
increasing need of customers for materials semi-processed 
to their production requirements. 


As a result of this continuing and closely monitored invest- 
ment program division sales have grown over the past 5 years 
at a rate of 14.6 per cent per year while division operating 
profits have grown at a rate of 13.8 per cent. The Division now 
has the resources and facilities to acquire a growing share 
of the Canadian market for its products. 


The United States remains a major area of opportunity for the 
Division, and investigation continues for an appropriate 
means of entering this market. 


M. D. GLENN 
METALS Be 
DISTRIBUTION 220 yea 
DIVISION 200 Compound 
Sales Summary 180 Operating Highlights 1976 1971 Growth Rate 
lions ob antat) 160 Sales ($) 114,054,000 57,770,000 14.57% 
ney Operating Profit* ($) 4,626,000 2,428,000 13.76% 
a Operating Profit to Sales (%) 4.0% 4.2% —_ 
80 Per Cent of Corporate Total 
60 Sales 39.4 86.0 — 
Operating Profit 64.0 100.4 — 


1971 1972 1973 1974 1975 “1976 


“Earnings before income tax and corporate services expense. 


Home Products 
Distribution 
Division 


- 


The Home Products Distribution Division is active in five main 


In 1976 the Division expanded its operations in the Ottawa/ 


product Sees. hardware; building materials and supplies; - Hull area through the purchase of the business and assets of 


nd air con At-and sup- 


Guy Chenevert Limited, a specialist distributor of heating and 


plies; sieattical’ supplies; and sporting goods and—leisure——air conditioning products. Chenevert’s marketing and admin- 


products. _ 


Home Products i is a rapidly expanding, integrated distribution 
system capable of supplying the professional buyer of indus- 
trial and construction materials and products, the indepen- 
dent retail merchants and the national mass merchandiser. In 
addition, the Division operates company-owned retail hard- 
ware and home centre outlets. A further area of activity for 
the Division is the supply of valving and telemetering equip- 
ment for the nuclear power and petro-chemical industries. 


G. T. URQUHART 


istrative operations complement existing Division activities in 
this market area. 


An increasingly important avenue of sales for this Division 
is through franchised dealers. The franchised merchant 
receives assistance in marketing, inventory management, 
administrative and accounting programs and buys his mer- 
chandise from the franchise holder. Through wholly-owned 
subsidiaries, the Home Products Distribution Division is the 
exclusive ‘“‘Pro’”’ hardware franchise holder for a number of 
provinces and extended its activities in this area in 1976 with 
the acquisition of Walter Woods Limited, a wholesale supplier 
of hardware and related products based in Western Canada. 


The Division’s sales in 1976 were $132 million, an increase of 
114 per cent over the $62 million recorded in 1975. This re- 
flects the impact of investment in new operating companies 
over the past two years. Earnings for the year were adversely 
affected by the prolonged strike in the Quebec construction 
industry. Since its formation in 1971, operating profits through 
1976 have grown ata rate of 25 per cent per year. 


Earnings from this division should be strengthened by the 
move in December 1976 of the wholesale activities in Moncton 
from four largely outdated buildings to a centralized modern 
distribution facility, equipped with the latest storage and 
handling equipment. This is already showing cost savings and 
improvements in customer service. The full benefit of this 
move will appear in 1978 and beyond. 


Another element in future earnings outlook is the improve- 
ment expected in the new wholesale operation in Boucher- 
ville, Quebec, which has not as yet reached its full potential. 


HOME PRODUCTS 
DISTRIBUTION 150 
DIVISION 135 


Sales Summary 120 


(Millions of dollars) 105 


90 
75 
60 
45 
30 
15 


1974 


1971 1972) 1973 1975 1976 


4 year 
Compound 
Operating Highlights 1976 1972 Growth Rate 
Sales ($) 131,689,000 15,540,000 70.62% 
Operating Profit* ($) 2,287,000 933,000 25.13% 
Operating Profit to Sales (%) let 6.0 —_— 
Per cent of Corporate Total 
Sales 45.5 16.0 _ 
Operating Profit 31.7 18.6 — 


“Earnings before income tax and corporate services expense. 


Power 
Transmission 
Distribution 
Division 


The Power Transmission Distribution Division is the foremost 
Canadian wholesale supplier of a wide range of industrial 
bearings, mechanical, electrical, hydraulic and pneumatic 
power transmission components and related lubricants and 
accessories. 


During 1976, the Division expanded its operations interna- 
tionally with the purchase of the TEK Bearing Company of 
Stratford, Connecticut. Through the combined facilities of 
TEK in the United States and Canadian Bearings Co. Limited 


J.B. ADAMS 


in Canada, the Division now operates a network of 35 sales 
and service branches in Ontario, Quebec, New England and 
the North-eastern United States. In addition, the Division 
maintains four regional warehouses providing centralized 
inventory services in major market areas. 


The Power Transmission Distribution Division had 1976 sales 
of $33 million, compared to $14 million in 1975. For the most 
part, this reflects the added sales contributed by TEK which 
are included in Division results from April 1, 1976. 


Since 1971 division sales have shown an average growth rate 
of 37 per cent and division operating profits have grown ata 
rate of 47 per cent per year. 


Reduced industrial activity in Canada throughout 1976 re- 
sulted in a slowdown in demand for the Division’s products. 
As a consequence, product orders were generally for smaller 
quantities as customer’s requirements were cut back. Be- 
cause of the higher handling and selling costs associated 
with this pattern of activity, profit margins were below 1975. 


Early in the year, the Division began operations in a new 
branch at Jonquiére, Quebec, the location of the large indus- 
trial complex centred around the Alcan Aluminum plant at 
Arvida. This is the third new branch opened in the past two 
years in the Division’s expansion into key markets in Quebec. 


POWER TRANSMISSION 


DISTRIBUTION ii 
DIVISION 40 5 , Bs Compound 
Sales Summary ~ perating Highlights 1976 1971 Growth Rate 
(Millions of dollars) Sales ($) 33,090,000 6,706,000 37.64% 
Operating Profit* ($) 1,622,000 236,000 47.04% 
Operating Profit to Sales (%) 4.9 3.5 — 
Per cent of Corporate Total 
Sales 11.4 10.0 —— 
Operating Profit 22.5 9.8 = 


1971 1972 1973 


1974 


1975 1976 


“Earnings before income tax and corporate services expense. 


Engineering 
and Manufacturing 
Division 


The Engineering and Manufacturing Division is engaged in 
the design and manufacture of equipment for the telecom- 


ANDRE VARGA 


munications and wire and cable processing industries. The 
Division’s principal strength is its capability for developing 
improved engineering design and building machinery offering 
greater productivity. 


The most important influence on the Division’s performance 


million recorded in 1975. 


Due in part to the overhead of surplus plant capacity in the 
United States and operating difficulties encountered in Brazil, 
the Division recorded a net operating loss in 1976. A further 
factor in the deficit position was the abnormally high cost of 
completing a new product development project, designed to 
broaden the Division’s marketing capability beyong its tradi- 
tional customers. This completely new line of equipment for 
producing high tensile wire rope has now been fully tested 
and the first units sold and installed. It will be offered in mar- 
kets not related to the electrical wire and cable industry and 
should have a stabilizing effect on the Division’s business. 


In light of the disappointing earnings results, action has now 
been taken to establish profitable, ongoing operations within 
the Division. This entails consolidating the operations of sub- 
sidiaries in the United States at one plant location, terminating 
the manufacturing activities in Brazil, and placing constraints 
on further product development projects. 


These measures are designed to remove the principal causes 
of the 1976 loss from the Division’s cost structure and should 
facilitate an early return to acceptable profit results. 


ENGINEERING AND 
MANUFACTURING 
DIVISION 

Sales Summary 
(Millions of dollars) 


1976 


1974 1975 


5 year 
Compound 
Operating Highlights 1976 1971 Growth Rate 
Sales ($) 10,331,000 2,874,000 29.16% 
Operating Profit* ($) (1,313,000) (246,000) —— 
Per cent of Corporate Total 
Sales TA 4.0 = 
Operating Profit (18.2) (10.2) — 


*Earnings before income tax and corporate services expense. 


Consolidated 
Financial 
Information 


For Canadian capital gains tax purposes, 


the Valuation Day value of Hugh Russel 
Limited shares on December 22, 1971 
as established by the Department of 
National Revenue, was $4.50. 


Ten Year Summary 


Operating Results (thousands) 
Net Sales 


Earnings before aecucnas deoreciatian, erase on fora: term 


debt, minority interest and income taxes 
Depreciation 
Interest on long term eek 
Income taxes 
Minority interest : 
Amortization of premiums on iaequieltion 
Net earnings") 


Operating Statistics’) 
% Net earnings to net sales . 


% Net earnings to average common sharchelders equity: 


% Net earnings to average capital employed . 


Per Share of Common Stock‘) 
(Adjusted to reflect stock splits) 


Based on average common shares outstanding (thousands) 


Net earnings (after preferred dividends) 
Cash flow 

Book value . 

Market price — High 

Market price — Low 

Net earnings — Fully diluted 


Financial Ratios and Other Statistics 
Current assets/current liabilities (ratio) . 
Shareholders’ equity/long term debt (ratio) 
Total assets/long term debt (ratio) 


Income available for long term debt interest/long term 


debt interest . : 
Sales/capital employed rato) 
Current assets/total assets (ratio) 
Additions to facilities (thousands) 
Total dividends paid (thousands). 
Number of common shareholders 
Number of shares traded (thousands) 


Balance Sheet Data (thousands) 

Current assets . 

Current liabilities 

Working capital . 

Net fixed assets. 

Long term debt . 

Shareholders’ equity 

Capital employed 

Total assets fie ete ie 
(1) In 1972 based on earnings betare aye orditiaey items 


PAA SH 


Pa 
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1976 
$289,164 


1,835 


0.8% 
5.5% 


2.7% 


2,601 


1.35 


0.88 


1.331 
2.031 
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2.8:1 
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$ 4,331 


$ 1,509 
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440 


$126,300 
$ 95,282 
$ 31,018 
$ 25,078 
$ 21,063 
$ 42,062 
$ 69,642 
$164,924 


9,569 


2,785 
2,587 


75 
2,287 


0.88 © 


16.36 
13.00. 
8.25 


1975 


$199,298 


$ 13,418 
$. 1,531 
$ 
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1,889 


5,228 


16 
4,754 


FHA 


2.4% 
12.1% 
7.8% 


2,574 
1.84 
2.61 

15.92 

15.13 
9.75 
1.83 


ARPPHA AHH 


1.6:1 


1: 9ene- 


6:25 


6.3:1 
2.9: 
76:1 
2,107 
$ 1,306 
2,481 
428 


fF 


$104,680 


$ 67,733 | 


$ 36,947 
$ 20,330 
$ 21,738 
$ 41,257 
$ 69,689 
$137,422 


1974 
$262,800 


$ 34,198 
$ 1,228 
$ 1,026 
$ 16,281 


$ 15,663 


6.0% 
52.5% 
35.5% 


2,502 
6.25 
6.76 

14.79 

21.00 

11.88 
6.05 
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ioe 
3.2:1 
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S217: 
5.0:1 
80:1 
3,539 
1,036 
2,209 
976 


PAA 


$ 91,997 
$ 62,958 
$ 29,039 
> 12,774 
$ 11,665 
$ 37,790 
$ 52,513 
$115,471 


1973 
$130,391 


$ 13,887 
$ 864 
$ 986 
$ 9,969 


$ 6,068 
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6,515 
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18,339 
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3,683 
3,244 
2,349 
4,640 
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HUGH RUSSEL LIMITED Consolidated 


(Incorporated under the Canada Corporations Act) 


Current assets: 
Accounts receivable . 
Inventories 
Prepaid expenses and other assets 


Income taxes recoverable 


Current liabilities: 
Bank indebtedness (note 2) 
Accounts payable and accrued charges 
Long term debt due within one year (note 6) 


Contractual obligations due within 
one year (note 4) 


Working capital 
Other assets: 
Fixed assets (note 3) . 
Premiums on acquisitions (notes 4 and 5) . 


Long term investments and advances 
(note 9) 


Capital employed 

Represented by: 
Contractual obligations (note 4) 
Long term debt (note 6) 


Deferred income taxes 


Shareholders’ equity — 
Capital stock (note 7) 
Contributed surplus 


Retained earnings . 


Capital employed 
(See accompanying notes) 
On behalf of the Board: 


A.D. RUSSEL, Director 
J.P. FOSTER, Director 


Statement of 


Financial Position 
AS AT DECEMBER 31, 1976 
(with comparative figures as at December 31, 1975) 


1976 


1975 


(thousands of dollars) 


$ 49,625 $ 40,049 
71,460 60,672 
3,694 3,748 
1,521 211 
126,300 104,680 
64,645 36,160 
27,478 28,597 
627 434 
2,532 2,542 
95,282 67,733 
31,018 36,947 
25,078 20,330 
12,571 11,513 
975 899 
38,624 32,742 
$ 69,642 $ 69,689 
$ 5,994 $ 5,551 
21,063 21,738 
523, 1,143 
27,580 28,432 
10,135 10,108 
79 79 
31,848 31,070 
42,062 41,257 
$ 69,642 $ 69,689 


HUGH RUSSEL LIMITED 


Net sales — metals . 
— power transmission 


— home products . 


— engineering and manufacturing . 


Total sales 
Cost of sales 
Gross profit 


Operating expenses other than 
depreciation and interest . 


Earnings from operations before 
deducting the following: . 


Depreciation . 
Interest on short term borrowings . 
Interest on long term debt 


: : 7 
Earnings before income taxes and amor- 
tization of premiums on acquisitions 


Income taxes 
Amortization of premiums on acquisitions 
Net earnings for the year 


Retained earnings, beginning of year 


Deduct: 


Dividends on common shares (including 
dividends on Class “‘B”’ shares and 
special tax thereon) 


Dividends on preferred shares 
Retained earnings, end of year . 
Earnings per common share. 

Fully diluted earnings per common share 


(See accompanying notes) 


Consolidated 
Statement of Earnings 


and Retained Earnings 


FOR THE YEAR ENDED DECEMBER 31, 1976 
(with comparative figures for 1975) 


1976 1975 
(thousands of dollars) 

% % 
$114,054 39.4 $109,645 55.0 
33,090 11.4 19,767 . 69 
131,689 45.5 61,564 30.9 
10,331 3.7 14,932. 72 
289,164 100.0 199,298 100.0 
228,059 78.9 153,986 77.3 
61,105 21.1 45,312 22.7 
45,977 15.9 29,813 15.0 
15,128 5.2 45499 7.7 
1,835 6 1,531 7 
5,559 1.9. 2,081 1.0 
2785 10 1889. 1.0 
4949 «17 9,998 5.0 
acer 5,228 26 
ms | 1 
_\eeeri a (4,754 ¢ 2.4 

31,070 27,622 

33,357 32,376 

1,509 1,301 

$ 31,848 $ 31,070 

Ss 4 $ 1.84 

S88 Cece 


HUGH RUSSEL LIMITED 


Working capital was obtained from: 


Working capital was applied to: 


(See accompanying notes) 


Operations — 


Net earnings for the year 


Consolidated 
Statement of Changes 


in Financial Position 


FOR THE YEAR ENDED DECEMBER 31, 1976 


(with comparative figures for 1975) 


Items not requiring working capital: 


Depreciation 
Deferred income taxes 


Amortization of premiums on 
acquisitions 


Common shares issued under stock 


option and employee share purchase 


plans 


Sales of fixed assets . ee 
Additional contractual obligations 
Issue of debentures 

Other long term debt issued 
Reduction in investments . 


Other 


Purchase subsidiary companies and 


businesses 


Less working capital acquired 


Consisting of — 
Fixed assets . 
Premiums on acquisitions 
Other assets . 
Deferred income taxes 
Long term debt 
Contractual obligations 


Reduce contractual obligations 
Purchase fixed assets 


Pay dividends 


Reduce long term debt 


Other 


$ 2,546 
1,350 
347 


(64) 
(1,078) 
(246) 

$ 2,855 


Increase (decrease) in working capital 


Working capital, beginning of year 
Working capital, end of year 


1976 


1975 


(thousands of dollars) 


2,287 $ 4,754 
1,835 1,531 
(684) 462 
75 16 
3,513 6,763 
27 21 
294 52 
2,534 5,383 
a 10,000 

78 402 
461 286 
27 — 
6,934 22,907 
7,058 15,775 
4,203 7,241 
2,855 8,534 
2,337 2,522 
4,331 2,107 
1,509 1,306 
1,831 528 
aa 2 
12,863 14,999 
(5,929) 7,908 
36,947 29,039 
$ 31,018 $ 36,947 


Notes to 
Consolidated 


Financial Statements 
December 31, 1976 


1. Summary of accounting policies 

(a) Basis of consolidation — 

The consolidated financial statements include the accounts of the Company and all subsid- 
iaries and include the earnings of subsidiaries since acquisition. 

(b) Depreciation — 

The Company and its subsidiaries provide for depreciation substantially on a straight-line 


basis, except for the Home Products Distribution Division which uses the reducing balance 
method. The rates of depreciation are: 


Home Products 


Distribution Division Other 
BUcingS =: ee 5% and 10% 22% to 10% 
Machinery and equipment... 20% 10% 


(c) Inventories — 


Inventories are valued at the lower of cost and net realizable value. Cost is determined on the 
first-in-first-out or average cost basis for all subsidiaries except for one United States sub- 
sidiary which computes cost on the last-in-first-out basis. 


(d) Foreign currencies — 


The statements of companies outside Canada have been translated into Canadian dollars 
substantially as follows: current assets (except inventories), current liabilities and long term 
debt at exchange rates prevailing at the end of the year. Inventories, investments, fixed assets 
and depreciation provisions on the basis of rates prevailing at dates of acquisition; income 
and expenses (other than depreciation provisions) at average rates for the year. Gains or 
losses resulting from these translations were not material. 


(e) Premiums on acquisitions — 

Premiums on acquisitions made prior to April, 1974 are carried in the accounts at cost, 
without amortization, unless the related business is sold or suffers a permanent decline in 
value. Premiums on subsequent acquisitions are being amortized by the straight-line method 
over forty years. 

(f) Investments — 


The investment in a joint venture was accounted for on the equity basis until 1976. This joint 
venture (Springhill Homes & Supplies Limited) became a subsidiary in 1976 and accordingly 
has been consolidated from June 1, 1976. 


2. Bank indebtedness 
Accounts receivable and inventories have been pledged against the bank indebtedness. 


3. Fixed assets 1976 1975 
(thousands of dollars) 
Accumulated 


Cost depreciation Net Net 
Pen $ 4,271 $ = $ 4,271 $ 3,053 
Peegingds = = 18,651 3,378 15,273 11,815 
Machinery andequipment . .__. 12,822 7,288 5,534 5,462 


$ 35,744 $ 10,666  $ 25,078 $ 20,330 


4. Commitments and contingencies 


(a) Under the terms of the agreements whereby the Company acquired certain subsidiaries, 
the Company is committed to pay for the shares purchased in annual instalments. In some 
cases, the final purchase price will be determined by the earnings of the businesses acquired 
during the five years subsequent to acquisition. It is the Company’s policy not to record such 
liabilities in the accounts until the earnings for each period have been determined. Full pro- 
vision has been made for these liabilities based on earnings to the end of 1976. Based on 
oe it is estimated that additional payments will amount to approximately 


(b) Payments are required on contractual obligations as follows: 


ee a eS 2557000 
WG ea 2,479,000 
SS 1,327,000 
Or 1,577,000 
Peorandiherealich. a 611,000 


15 


(c) The Company and its subsidiaries are committed to rental payments for premises on 


leases expiring in the years 1978 to 2000. Payments in the years indicated are: 


WOT a a a ee ee  E 
1978 ee a ee de 
1919 

1980 

1981 


5. Acquisitions 


068,000 
001,000 
928,000 
782,000 
513,000 


During 1976, the Company and its subsidiaries acquired Walter Woods Limited, TEK Bearings 
Group, the additional interest in Springhill Homes & Supplies Limited, and Guy Chenevert 
Limited. The net assets obtained in these acquisitions, which were accounted for as pur- 


chases, are as follows: 


Walter 
Woods TEK Springhill Chenevert 
(thousands of dollars) 
Tangible assets, at bookvalues. . $ 4,984 $ 8,183 S Arar $ 1,062 
Less liabilities, atbook values .. 2,281 2,127 hei2 —_ 
2,703 6,056 5 1,062 
Adjustments to reflect fair values 
of tangible assets ee 697 — (5) 55 
Premiums on acquisition . . . — 1,350 — a 
$ 3,400 $ 7,406 $ — $1,117 
Consideration: 
Cash Pee ee eee $ 2,267 $ 6,056 $ re Solel ald? 
Contractual obligations . . . 1,133 1,350 — —_ 
$ 3,400 $ 7,406 $ —_ $ 1,117 
Effective date of acquisition ae Jan. 1 April 1 June 1 May 1 
6. Long term debt 1976 1975 
(thousands of dollars) 
Hugh Russel Limited 
Series A6%% debentures, maturing1985 . .. . $ 1,482 $ 1,863 
Series B 9¥2% debentures, maturing 1991 . ... 2,700 2,790 
Series C 8%2% debentures, maturing1993 . .. . 4,700 4,800 
Series D 11% debentures, maturing 1995. ere 9,671 10,000 
Sumner Company Limited 
6% % General mortgage bonds, maturing 1984... 534 602 
Other long termdebt . : : ne ae Ge nee Rte 2,603 2,117 
Totaliongiterm debt... 355. 21,690 22,172 
Less principal payments due within one year 
included in-current jiabilitiess = 627 434 
TOCA Sal NS ere ee $ 21,063 $ 21,738 


—— 


: 
U 


oe term debt consists mainly of mortgages with interest rates varying from 5% to 
‘4 /o 
Amounts required to repay principal in the years to December 31, 1981 are: 


Se ,”Dhmrhrr—“( Ohh CS 627000 
0 hr 693,000 
ee a 821,000 
rl e—* lL Cs 836,000 
188,000 


The Series A, Series B, Series C and Series D debentures are secured by a first mortgage on 
the shares and fixed assets of Russelsteel Ltd. and by a first floating charge on the remaining 
assets of the Company and Russelsteel Ltd. 


The trust deed under which the debentures were issued calls for progressive annual sinking 
fund payments from December 31, 1976 to retire $482,000 Series A debentures by 1984, 
$1,950,000 Series B by 1990, $3, 450, 000 Series C by 1992 and $8,471,000 Series D by 1994. 
Under certain conditions the terms of the trust deed prohibit the Company from paying 
dividends other than cumulative preferred dividends or stock dividends. In addition, under 
the terms of the supplemental trust deeds relating to Series B, C and D debentures, certain 
general conditions are imposed. These requirements have been met. 


7. Capital stock 


(a) Preferred shares — 

(i) Authorized: 

At December 31, 1975 the authorized preferred shares of the Company consisted of 489,975 
First Preferred Shares, $20 par value, of which 164,975 were designated as 6/2 % Cumulative 
Redeemable Convertible First Preferred Shares Series A. These shares were redeemable by 
the Company at $24 and were convertible at the holder’s option into Class “‘A’’ or Class ““B” 
common shares on the basis of four common shares for each preferred share. 

On December 6, 1976, the Company obtained Supplementary Letters Patent cancelling the 
164,975 612% Cumulative Redeemable Convertible First Preferred Shares Series A, and 
increasing the capital of the Company by the creation of 1,425,000 First Preferred Shares with 
a par value of $20 each. On January 18, 1977 the Company obtained Supplementary Letters 
Patent designating 500,000 of the 1,750,000 First Preferred Shares as 934% Cumulative 
Redeemable First Preferred Shares Series B, so that the authorized preferred shares of the 
Company from January 18, 1977 consist of 1,750,000 First Preferred Shares with a par value 
of $20 each, issuable in series of which 500,000 have been designated as above. 


(ii) Issued and outstanding: 

At Oecembersi 1976... NIL 

(b) Common shares — 

(i) Authorized: 

The authorized common shares of the Company consist of 8,000,000 Class “A” shares 


without nominal or par value, and 8,000,000 Class ‘‘B”’ shares without nominal or par value. 
These shares are inter-convertible on a share-for-share basis at the holder’s option. 


(ii) Issued and outstanding: 
Number of shares 


Class “A” Class “B” 
memecember sl. 19/5 = es 1,874,622 717,360 
Add: 
Issued to employees under the provisions 
of the employees’ share purchase Pee for 
cash of $27,048. ; 10,000 — 
Issued upon conversion of Class a to Class “BP 
andvice versa... : oe. 181,706 154,273 
Minus conversions of Class “BY to Class a 
aNG VICE VeIsa 2 (154,273) (181,706) 


m peconiber es! 19/6 1,912,055 689,927 


(c) Shares reserved — 
Authorized unissued common shares are reserved for possible future issue as follows: 
Number of shares 


Class “A” Class “B”’ 

Foroptions grantedtoemployees . . . . . . 1,900 = 
For additional options . ee es 2,884 — 
Fortheemployees’ sharepurchaseplan . . . . 17,866 —_ 
Totalshares reserved =.6 . = 22,650 — 


In addition, the Company is required to maintain sufficient unissued Class ‘‘A”’ and Class “B”’ 
common shares to satisfy the conversion privileges of the holders of the Class “B” and 
Class ‘‘A’”’» common shares respectively. 


8. Stock options 


Options on 1,900 shares have been granted to employees to purchase Class ‘‘A’”’ shares at 
$10.80 per share. These options are exercisable in instalments up to 1983. 


9. Senior executive share purchase plan 


The Company is authorized to provide loans to a trustee for the purchase of shares of the 
Company for the benefit of senior officers (who may be directors) specified by the Board of 
Directors. At December 31, 1976, the Company had advanced a total of $622,000 to the 
trustee pursuant to this plan. 


10. Remuneration of directors and officers 


The Company has nine directors and seven officers, five of whom are directors. For the year 
ended December 31, 1976, the following amounts are charged in the consolidated statement 
of earnings for direct remuneration and retirement benefits: 


Directors: as difectOIs] 2 ss ae re $ 5,000 
Officers; as-officers* 3 = es Be eee $332,000 


11. Anti-Inflation Programme 


Effective October 14, 1975, the federal government passed the Anti-Inflation Act and subse- 
quently issued regulations which are presently scheduled to be in force until December 31, 
1978. Under the legislation the Company and its subsidiaries are subject to mandatory com- 
pliance with controls on prices, profits, employee compensation and shareholder dividends. 
Management believes that the Company and its subsidiaries are in compliance with the 
regulations which have been issued. Dividends to the Company’s common shareholders 
during the year ending October 13, 1977 may not exceed $3,916,000; based on the number of 
common shares outstanding at December 31, 1976, this amounts to $1.57 per common share. 
The current annual dividend rate is $0.64 per share. 


12. Subsequent events 
(a) The Company has obtained the Supplementary Letters Patent referred to in note 7(a)(i) 
above. 


(b) By an agreement dated January 18, 1977 the Company has sold to an underwriter 
$10,000,000 934% Cumulative Redeemable First Preferred Shares Series B for a considera- 
tion of $9,525,000 after deducting estimated expenses of issue. 


Auditors’ Report 


Clation Giden © Oo 


Chartered CLeou nlants 


To the Shareholders of 
Hugh Russel Limited: 


We have examined the consolidated statement of financial 
position of Hugh Russel Limited as at December 31, 1976 
and the consolidated statements of earnings and retained 
earnings and changes in financial position for the year then 
ended. For Hugh Russel Limited and those subsidiaries of 
which we are the auditors, our examination was made in ac- 
cordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we 
considered necessary in the circumstances. For those sub- 
sidiaries of which we are not the auditors, we have carried 
out such enquiries and examinations as we considered neces- 
sary in order to rely on the reports of the other auditors for 
purposes of consolidation. 


In our opinion, these consolidated financial statements pre- 
sent fairly the financial position of the company as at Decem- 
ber 31, 1976 and the results of its operations and the changes 
in its financial position for the year then ended in accordance 
with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 


Wade Malis, 


Chartered Accountants 


Toronto, Canada, 
February 14, 1977. 
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